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The Possibility of a Scientific Law of Wages. 1 



BY JOHN B. CLARK, A. M. 

Professor of History and Political Science, Smith College. 

To a majority of men there is only one economic 
law that appears to have much direct importance. 
To these men the resultant of all the industrial 
forces takes the practical shape of wage payments. 
On the amount of these payments depend personal 
results in being and development that extend into 
intellectual and moral spheres. The formula that 
permanently expresses the rate of wages indicates 
the average level of human life. 

Of the Wage Fund doctrine there survives nothing 
but the general truth that an enlargement of social 
capital tends to cause an increase in the rate of 
payment for labor. For its survival in popular belief 
this, truth is in no way indebted to the Wage Fund 
theory ; it was never the reasonings of the theory 
that caused men to accept it. On the contrary it 
was the antecedent belief in this truth itself that led 
men to accept with very little analysis the doctrine 
that harmonized with it. 

Can there be a wholly different law that will 
account for this and for other facts concerning labor 
and its earnings? What requirements must a theory 
fulfill if it would do this scientifically ? 

It must, first, be a natural law. It must be based 

1 Paper read at Third Annual Meeting of the American Economic Association, 
in Philadelphia, December 27, 1888. 
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on native impulses in men and in society. But the 
self-seeking impulse, under modern conditions, leads 
men to mass their forces in great combinations, and 
of these any economic law must take account. It 
must reduce to a scientific system the action of 
pools, trusts and labor unions. 

A wage theory must, secondly, be universal in its 
application. It must be based, not on forces that 
operate within national boundaries, but on those 
that reach all localities and continue through all 
normal conditions. A theory that should be true 
only in America, and only during the era in which 
the inhabitants of this country are engaged in a pro- 
cess of land spoliation, would not fulfil the require- 
ments of a general economic law. Such a law must 
explain facts that appear where cropping soils, level- 
ing forests and emptying ducts of natural gas and 
oil are not the means resorted to to gain wealth. It 
must interpret the phenomena of a normal and 
permanent production. 

When, moreover, the deeper laws of society are 
understood it appears that the great organism is 
much like an individual man. Its actions are 
essentially simple, and laws that truthfully account 
for them are found to have a corresponding simpli- 
city. 

In the search for such a law our hope of success 
lies in making, at the outset, a study that is remorse- 
lessly theoretical. There is a time for the considera- 
tion of those "practical facts" that vitiate at a 
thousand points the operation of pure principles; but 
that time is not when the object of the quest is a 
fundamental law itself. There is no probability that 
disturbing influences will be. forgotten. The actual 
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danger lies in the direction of a temporary forgetful- 
ness of law. That which in social industry is general 
and permanent is in some danger of being buried 
from sight by that which is local and transient. The 
grasp of permanent tendencies may be weakened by 
too high a mental valuation of counter forces. In 
the search for a law that is not yet known, the 
counter-influences must be disregarded. When the 
law has been discovered these influences need to be 
considered and measured. A study that begins with 
the assumption of a theoretically perfect competition, 
and of an absolute mobility of labor and capital, may 
well end with a study of every obstacle that these 
movements encounter. A wage law such as we are 
seeking will not be abrogated by the local hindrances 
that it meets. We may find that it works with par- 
ticular force amid the greatest of them. 

A theory of distribution may have a certain com- 
pleteness without directly accounting for all the 
shares into which the social income is divided. If 
there were four partners in a business firm the por- 
tion of income falling to either might be ascertained 
if the earnings of the entire business were known, 
and if the shares of the three other partners were 
determined. It would afford a certain mental satis- 
faction to ascertain each amount directly ; and this 
method, if it were practicable, would lessen the 
probability of error and controversy. The preference 
in favor of this method would be decisive if, in 
actual fact, each separate share were directly deter- 
mined by some distinguishable force. Our present 
inquiry, then, takes this form : Is the reward of 
labor, in the industry of the tvorld, directly controlled 
by a permanent and distinguishable force ? 
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Where a man works without capital and without 
a master his wages are determined by a physical 
law ; they are what he is able to produce. ' There 
are points in the industrial system whose men 
appear to work in this way, and at these points the 
physical law asserts itself; what they create they 
get. A settler tilling no-rent land with a hoe and a 
spade would seem to illustrate the process. He has 
not capital enough to complicate the problem ; and 
he must not, by the terms of the problem, be allowed 
to own the land. If he is the owner of his farm, 
like a homestead settler in the United States, a com- 
plication arises which entirely vitiates the law. His 
reward is not, then, merely what he can create by 
cultivating the soil, but is largely what he can gain 
by owning it. The greater part of his income con- 
sists in the so-called unearned increment of land 
value. It may be also noted that, in conditions in 
which the gains of homestead settlers set the general 
standard of wages, that standard is fixed at a point 
far above the figure that expresses the returns from 
actual tillage. Near the frontier of settlement an 
employer of mechanical labor must pay enough to 
induce his men to forego, not merely what they 
could get from the soil with spade and hoe, but what 
they could make by occupying farms that must rise 
in value on their hands. Every man here who 
works, whether on the farm or away from it, gets 
the benefit of this rise. The increments of land 
value diffuse themselves everywhere. To the right 

'We here assume that a system of exchanges exists, and that the 
articles produced by the independent worker have certain values. 
What he will then get, as the reward of his own labor, depends on 
the quantity of those articles that he can create. 
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and to the left, through all trades and callings, they 
find their way. For a hundred years American 
wages as a whole have heen raised by this influ- 
ence. They have been made to conform, nearly or 
more remotely in different cases, to a standard fixed, 
not by the returns realized from the working of free 
farms, but by the total gains derived from the work- 
ing and owning of them. 

Remove the larger of these sources of income, and 
you reduce the gains of empty handed labor to a 
natural level. Make the settler an occupier and not 
an owner of land, and he will get only what he can 
make it yield by tillage. If his returns gauge those 
of workmen generally the earnings of all will be thus 
reduced. Nationalize land and demand rent for it, 
and you instantly abandon the special and high 
standard to which American wages have thus far 
tended to conform. 

The theory that the general reward of labor is 
fixed by the gains that men can realize by tilling 
no-rent land, if this theory has any accurate mean- 
ing, must claim that when land is not to be had in 
fee simple for the asking, but when valueless land 
may be occupied rent free, the gains realized by 
workmen in all departments are gauged by the 
product realized on such land by actual hand tillage. 
It means that the workers in Belgian mills must take, 
with allowance for minor variations, what Belgian 
peasants get by cultivating the sandy wastes that 
border the sea. «" It means that the watch-makers of 
Switzerland must accept pay that, with similar 
allowance, tends to conform to the amount that their 
peasant countrymen can extort from patches of green 
among the crags. It means that, when the free 
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lands of America shall all have been allotted to 
owners, wage-earners will generally get what any 
one of them might produce, if he chose to build a 
shanty, and by the sufferance of a proprietor, till a 
piece of poor and untenanted ground. This would 
be a peculiar kind of "squatter sovereignty," — the 
man in the shanty, dominating labor, extending his 
power over workmen of every class and fixing the 
amount of their wages and the consequent level of 
their lives. 

Yet there may be a no-rent territory where it is 
not absurd to look for the forces that regulate gen- 
eral wages. There may be a part of the industrial 
field where men work virtually empty-handed. They 
may enter this region without capital and get what 
they produce. What they thus get others may have 
to accept. 

It is a familiar commercial principle that the price 
of the last increment of the supply of any commodity 
fixes the general price of that article. English 
quotations gauge the price of American wheat. The 
farmers of the North-west must take for their entire 
supply of this grain what the final portion of it 
brings when sent to Liverpool. This, however, is 
because England represents the general European 
market, in which the entire surplus product must be 
sold. It is a receiving ground of indefinite capacity. 
Add fifty million bushels to the exportable crop ; 
Europe will receive it, at a somewhat reduced price; 
and the English* quotations will indicate the amount 
of the reduction. A small market would have no 
such power. Iceland or Labrador may import Amer- 
ican wheat; but quotations from there have no com- 
mercial significance. 
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Now the popular mind has not failed to see that, 
as an outlet for surplus labor, land at the actual 
margin of cultivation is more like Iceland than like 
Liverpool. It wholly lacks the capacity to receive 
the possible overflow of the supply. In comparison 
with the demands that might easily be made on it 
the extent of such a market is microscopic. Turn 
the whole overflow of the Belgian population upon 
the sands for a living, and calculate, if possible, how 
far below the starvation limit their earnings must, 
by a mathematical necessity, fall. Is there, then, 
anywhere a market that is to labor what the European 
market is to wheat ? Is there a place where surplus 
labor may always betake itself, and, at some living 
rate, effect a disposal of the whole supply ? If so, 
there is a point where general wages are adjusted, 
and there are distinguishable forces that make the 
adjustment; our problem is solved. Let us make 
the attempt to find such a market. 

Men virtually labor empty-handed and get all that 
they create elsewhere than on lands at the agricul- 
tural margin. The true margin of cultivation, — more 
accurately that of utilization, — is not wholly nor 
chiefly an agricultural thing. It extends throughout 
the industrial system. There are other productive 
instruments than land that yield no rent to their 
owners, and may be had for the use of laborers for 
the asking. The workmen themselves may not/ 
indeed, be able to borrow them; but the interest of 
the men termed entrepreneurs ensures that they will 
be borrowed and put into service whenever wages, 
including pay for superintendence and for other 
labor, may thereby be secured. There is a margin 
of utilization in cotton-spinning, in iron-smelting, in 
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shopkeeping. If we are seeking for places in which 
men work under no burden of interest or rent we 
shall find them in plentj 1 without resorting to waste 
lands. 

There are mills and furnaces so badly located that 
their proprietors get nothing from them; yet they 
run, if superintendents can there earn their salaries 
and manual workers their ordinary wages. There 
are machines that have outlived their usefulness to 
their owners, and that still do their work, and give 
their entire product to the men who operate them. 
There are railroads and steamship lines that earn 
operating expenses only. There are stocks of mer- 
chandise so poor that it barely pays salesmen to 
handle them. Everywhere, in indefinite variety and 
extent, are no-rent instruments; and if labor uses 
them it gets the entire product of the operation. Lot 
the general rate of wages rise, and many of them 
will be thrown out of use; let the rate fall, and the 
utilizing of them will be resumed. Let a race migra- 
tion depopulate one land, and over-crowd another; in 
the former country the no-rent instruments of every 
sort will be abandoned, while in the latter such as 
are idle will be put into active use. 

The entire product gained by the utilization of the 
poorest instruments that are brought into productive 
action goes to the men who work with them ; and 
the amount of this product corresponds with and 
expresses the rate of general wages. Does it regu- 
late that rate ? Is there any force compelling 
workers everywhere to accept what the men with 
the poorest productive machinery are able to pro- 
duce ? Not unless the overflow market for general 
labor is here. Not unless the field afforded by the 
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use of the valueless agents is the one to which idle 
men regularly resort for work. If this field is the 
commercial outlet for surplus labor, if it is an 
adequate receiving ground for all workers not else- 
where provided for, then the gains there realized 
set a general market standard of wages, and all 
workers are compelled to accept it. This field is not 
such a receiving ground. It is larger than the mar- 
ginal territory of mere agriculture ; but it is not 
adequate to provide for the possible overflow of a 
laboring population. Our problem is not yet solved. 
We must consult facts and see where men may and 
do resort when out of employment. 

Reverting to agriculture we find an intensive as 
well as an extensive marginal field. For one man 
who finds work by pushing the boundary of the 
tilled area into no-rent territory, there are many who 
find it by a harder tillage of rent paying lands. 
Whenever one waste farm is brought into use new 
men are employed on many good ones. The point 
at which it ceases to be profitable to add to the 
amount of labor spent on good land may be termed 
the intensive margin of cultivation. Ten men reap 
an old time harvest, and two more glean- after them ; 
the gleaners are, perhaps, on the intensive margin -of 
cultivation. The product of their labor yields wages 
and nothing more. 

This marginal line also may be traced throughout 
the industrial system. A hundred men may sail a 
steamship, or operate a' mill or a shop. Five more 
will insure that it be better done ; they will create 
an additional product that will barely pay their 
wages. The hundred men are within the rent pay- 
ing area, while the five are on the intensive margin. 
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From the employer's point of view the area within 
which the five additional men find employment con- 
stitutes what we may call the zone of indifference, 
the territory within which it is of no importance to 
the employer whether the work be done or not. A 
small influence will determine whether or not he will 
hire the men. From the workman's point of view 
this is evident. I am a clerk out of employment ; 
will you take me into your shop ? Yes, if I can pro- 
duce for you a tithe more than you will pay me in 
wages ; no, if I produce a tithe less. You may or 
you may not take me if I can add to your previous 
product exactly what I am to get as a wage. My 
labor will then lie within the zone of economic indif- 
ference, and humanity or other motives will deter- 
mine your action. I am in your employment ; will 
you turn me off ? Probably not till the product that 
my labor adds to the other earnings of the shop 
falls short of my actual wage 

Within the total marginal field, as we have sur- 
veyed it, there may clearly be found employment for 
an indefinite number of men. While there may be 
shops so situated that not another laborer can be 
added to the present complement without appreci- 
able loss, there are many more in which the amount 
of labor may be somewhat increased or somewhat 
decreased without materially affecting the em- 
ployer's gains. In this intensive zone of indiffer- 
ence, supplemented as it is by the corresponding 
extensive one — the region of no-rent land and other 
instruments — surplus labor regularly seeks and finds 
its market. Where no inducement is otherwise 
offered to employers to take new workmen into 
their establishments, it is possible to create one by 
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lowering the wages asked. This, under free compe- 
tition, is the normal policy of surplus labor; and we 
shall see how naturally, through this policy, the 
market for labor is made to widen. It receives all 
that comes to it. In this elastic market therefore, 
according to commercial law, the wages of all labor 
should be fixed. If commercial principles operate 
here all men must accept what the last men get who 
enter the market. These men are on the marginal 
territory, extensive or intensive; and they get what 
they produce. Sound reasoning would seem to give 
us at once this formula : General wages tend to equal 
the actual product created by the last labor that is 
added to the social worlcing force. The men that run 
no-rent machinery, or extort the last increment of 
product from better machinery, or effect any of the 
final gleanings of the manufacturing field create a 
certain amount of wealth. They get the whole of it, 
and set the standard of pay for all the men in the 
mills. 

In order that we may fully test this principle we 
must give to one more economic notion a general 
application, instead of one that is merely agricul- 
tural. The so-called law of Diminishing Returns 
has been applied to land under tillage. It has been 
said that labor applied to the soil becomes less and 
less productive as the amount of it expended on a . 
given area is increased. With certain needed quali- 
fications this statement is true ; and yet if a limitless 
amount of capital be available with which to 
improve the land, the law as commonly stated does 
not hold true. If for every additional man that you 
employ in tilling a farm you spend ten corresponding- 
units of capital in improving it, the farm labor itself 
4 
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rapidly becomes, in an economic sense, -more produc- 
tive. This is, moreover, true whether the new 
capital invested in^the land be the result of artifici- 
ally changing the quality of it, as by draining, 
irrigating or otherwise, or whether it results from 
the mere fact of social growth. If population 
becomes dense, the land, even without artificial 
improvement, becomes a better and better instru- 
ment of production. Even though it acquires no 
new fertility, it comes to represent a larger and 
larger amount of wealth creating power. 1 If the 
economic quality of land thus improves rapidly, and 
if the amount of labor spent on each acre increases 
more slowly, then the gains from each day's labor 
expended tend to increase. That the law of dimin- 
ishing returns of agriculture should hold literally 
true, it is necessary that the quality of the land, as 
an economic instrument, should remain the same. 

A popular and thoroughly sound use of the term 
capital makes it to mean a fund of value invested 
in productive instruments of any and every sort. 
The man who invests a part of his fortune in land 
for any productive purpose has not diminished his 
capital by the means. Value invested in land figures 
on business inventories as capital, and for many 
scientific purposes it needs to do the same. "We 
may, of course, employ this nomenclature, if we 
guard against confusion by our preliminary defini- 
tions. Capital, in the abstract sense of the term, is, 

'If land rapidly loses fertility, as is the case with virgin soil that 
is subjected to cropping, it may then become a worse and worse 
economic instrument, in spite of the increasing density of popula- 
tion. In our argument we have assumed as constant the merely 
agricultural richness of the soil. 
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for our present purposes, value invested in produc- 
tive instruments, whether land or otherwise. In 
this sense, land absorbs capital by the mere growth 
of society. It becomes more and more efficient as a 
wealth creator, and a greater and greater market 
price attaches to it. 

Disregarding the special values that attach to 
Jands that become available as building sites, etc., 
we may say that when, by means of general 
social growth, capital vests itself in the soil in a 
ratio that exceeds the rate of increase of the labor 
used in cultivating it, then the tillage of it is, if 
other factors remain unchanged, subject to a law, 
not of diminishing, but of increasing returns. 
When the farm is worth five thousand dollars 
there are, let us say, two men at work on it, 
on an average, through the season. If, now, when 
it becomes worth ten thousand dollars there are only 
three men there at work, it is certain that each of 
them creates a larger product by the application of 
his labor to the land than did the former two. The 
law of diminishing returns must take account of 
capital in more ways than even careful writers have 
recognized. 

Stated in a form that is true and universal the law 
is this : An increasing amount of labor applied to a 
fixed amount of pure capital yields a smaller and 
smaller rate of return. Let there be ten thousand 
dollars' worth of productive instruments, and ten 
men to use them. Let each man be supposed to 
create, by the operation, a product worth three 
dollars a day. Raise, now, the number of workmen 
to twenty and let the capital remain the same, and 
each man will create less than before. A day's pro- 
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duct will be 3-x dollars. Each successive unit of 
labor employed in connection with a fixed amount of 
pure capital produces less than any of its prede- 
cessors. 

Let the general social capital be a fixed fund, and 
let population continue to grow, and the last comers 
in the ranks of labor will find fchat their productive 
capacity is less than that of any who came before 
them. If these latest comers will accept what they 
produce, they can find employment. In this way the 
market is indefinitely elastic. 

It remains to be seen whether this outlet for labor 
is in reality subjected to any demands that strain its 
capacity. If capital were to remain stationary in 
amount, and if the whole natural increase of labor 
were to pour into and beyond the marginal territory, 
the product created by the last comers would soon 
become less than a starvation amount ; and if com- 
mercial principles were still to operate, all labor 
would quickly find itself on very short rations. But 
capital increases as well as labor. If the two 
increase in exact proportion to the amount of each 
that is now in existence, it is clear that the natural 
result is a symmetrical enlargement of existing 
industries. Farms, mills, shops, etc., add to their 
working forces, capital and labor pro rata, and the 
terms of distribution remain unchanged. 

If labor were to increase more rapidly than capital 
a portion of the new labor would be provided for by 
the symmetrical enlargement of industries, while the 
remainder would constitute a surplus, and seek an 
outlet elsewhere. This portion would press upon the 
margin of its field and force it into unproductive 
regions. It would work with poorer instruments than 
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-were formerly in use, and would make less remuner- 
ative uses of the better instruments. The final pro- 
duct of labor would become smaller and the general 
standard of its pay lower. 1 

If capital were to increase faster than labor, what 
would happen ? This supposition corresponds to the 
general fact ; there is continually appearing in the 
market of the world a surplus of capital to be dis- 
posed of. A part of the new capital balances the 
whole of the new labor, and the remainder looks 
elsewhere for a market. The earnings of capital are 
subject to identically the same law as those of labor ; 
they are fixed by the product of the last increment 
that is brought into the field It is, moreover, sub- 
ject to the same law of diminishing returns of which 
, we have spoken. Let the labor supply remain fixed, 
and let capital increase, and each increment of the 
latter, as it enters the productive field, finds that it 
can create less than any of its predecessors. The 
general law of diminishing returns is two sided. 



'What we have termed the margin of utilization, has thus far 
been defined with reference, not to pure capital, but to the concrete 
instruments in which pure capital embodies itself. The boundary- 
line locates itself where there begins either the use of no-rent 
instruments, or no-rent uses of other instruments. A great number 
of the best industrial appliances are subjected to no-rent uses, since 
they are made to do, in addition to the work that yields a return 
-to their owners, a supplementary work that yields wages only. It 
is possible to draw identically the same line with reference to pure 
■capital ; itthen locates itself where workers cease to make demands 
on the funds of social capital ; they work without calling more of it 
into requisition than was in use before. Those, for example, who 
use no-rent machines aid their labor by something in which no pure 
■capital is embodied. Aside from what such a machine might bring 
as old material, it is worth nothing to its owner ; and he can only 
get that residual value out of it by destroying it as a machine. It 
certainly embodies no active capital, and the man who begins 
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The direction of its operation is reversible. It 
applies to whichever of the two agents of production 
exceeds the other in the rate of its quantitative 
increase. Whenever there is a surplus of either 
agent, labor or capital, whenever there is a quantity 
of either not provided for in the existing adjustment 
of industry, that surplus is capable of creating less 
wealth per active unit than is the antecedent supply 
of the same agent. This self reversing force controls 
the general division of the social income. 

Let us briefly trace the operation of this law in 
practice. It is capital that is in fact now subject to 
it. Between 1870 and 1880, the population of the 
civilized world increased, but its productive wealth 
increased more. An overplus of capital offered itself 



to utilize it makes no new demand on the social fund of productive 
wealth. Again, the workmen who resort to no-rent uses of good 
machines make thereby no drafts on the social productive fund. 
They take the machines at times and in ways in which they would 
otherwise be idle. 

In both cases the men are virtually empty-handed laborers. In 
neither case do they literally work without appliances to aid them ; 
and this fact has a bearing on the equities of distribution. The 
exact mode in which, in different cases, men use productive appli- 
ances without drawing on the fund of pure capital is an interesting 
subject of study. In few cases are they added to the working force 
under conditions that give precedence to the other workmen in the 
use of machinery. An employer would not often put a mechanic 
into his shop with the understanding that he should never have a 
bench or a lathe except when no other workman chanced to want 
it. He would place all workmen, old and new, on an equality ; 
and if the appliances for work were inadequate, the inconvenience 
resulting from the fact would be distributed. The essential fact is, 
that under the circumstances, the last workmen employed make no 
new demands on capital. In effect it is, in this respect, as though 
these particular men were confined to the use of appliances that 
no one else wanted at all, or to the use of better appliances at 
times when no one else wanted them. 
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from time to time, to the directors of industry. 
Could they afford to hire it ? Yes, wherever the 
product that it was capable of adding to the antece- 
dent output of their mills, railroads, ships, mines, 
farms, etc., equalled or exceeded the interest that 
they were expected to pay for it. Through the 
general range of the field, the surplus of capital, 
could not and did not create such a product, and 
could not be hired at prevailing rates. It must abate 
its claims or be idle ; and it chose the former alter- 
native. It demanded, as interest, only what it could 
create, and thus set the standard of hire for all loan 
capital at a lower rate than had prevailed. Such, in 
our era, is the necessity under which capital perma- 
nently works. Increasing as it does, it must push 
outward the margin of its field, build railroads and 
canals, mills and warehouses, that tend to yield in 
each case, less than antecedent improvements of 
their several kinds. Each diminution of the final 
product reacts on interest throughout the field. 

As an aid in determining whether a scientific law 
of wages is possible, we have now before us, not, as 
yet, such a law in its completeness, but the principle 
on which it may be based. What is necessary in 
order that we may complete the outline of the law 
itself ? We have set for ourselves the problem of 
determining how an increase of capital affects the 
rate of wages ; and it is now clear, from the law of 
diminishing returns, as just stated, that it must 
raise them. A fixed supply of labor and an increas- 
ing supply of pure capital, affect the rate of wages in 
the same manner, as a fixed supply of capital and a 
diminishing supply of labor. Leave the social fund 
of productive wealth undisturbed, and withdraw 
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laborers from the field, and it is clear that you 
reverse the action of the law of diminishing returns, 
as it applies to labor ; the final increment of it creates 
a larger product than before, and the general rate of 
its pay is raised accordingly. An increase of the 
fund of capital while the labor supply is fixed, has of 
course, the same effect. >■ 

It is, however, desirable to have before us in a 
concrete way this action of the productive agents. 
Let us say that, in enlarging pure capital, we. 
multiply productive instruments. We build new 
machines, mills, ships, railroads, drains, irrigating 
canals, etc. These, however perfect they may be 
in their mechanical working, render a smaller return 
to their owners, in proportion to their cost, than did 
antecedent instruments of their several kinds. The 
general rate of interest falls ; and an effect of the 
fall is to make room for more labor in connection 
with all instruments of the better grade. Workmen 
abandon the poorest appliances in use and the least 
remunerative uses of better appliances. Instruments 
and uses of instruments by one degree higher in the 
scale now become the poorest within the industrial 
field, and give their entire products to the workmen. 
There has occurred, in short, a relocating of the 
no-rent line. Labor has been drawn from what was 
the periphery of its field into more central areas. 
The product of the final increment is now larger than 
before, and general wages are raised to the level of 
this new standard. 1 



'In this connection there will occur to the reader forms of invest- 
ment of capital that enjoy the benefits of monopoly. These cases 
present no real difficulty, but need to be fully considered in a com- 
plete presentation of the law here outlined. It may now suffice to 
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There are in the problem quantitative elements 
that need to be considered. We should ascertain, if 
possible, how great an increase of social capital is 
necessary in order to produce a given rise in wages. 
In this study we should apply a principle presented, 
with admirable clearness, by Mr. Stuart Wood, in a 
recent issue of the Quarterly Journal of Economics, 
and presented also, in greater completeness, in a 
paper read before the recent meeting of the American 
Economic Association. As capital outgrows labor 
in quantity it not only pushes outward the inde- 
pendent margin of its own field, but encroaches, at 
certain points, on the territory of labor itself. This 
fact diminishes the rapidity with which increasing 
capital tends to raise the rate of wages. 

With the margin of the labor field receding 
instead of advancing, we must regard as the final 
increment of labor the one that has lately aban- 
doned its field for a richer one. ^ The men who set, 
the standard of wages are in the rear rank, not in 
the front. They have, as we have said, discontinued 
the use of the productive instruments that recently 
figured as the poorest in the field, because others by 
one grade better may now be had rent free. 1 They 
have abandoned the least fruitful uses of good in- 

say that a monopoly increases the amount of pure capital repre- 
sented by a particular productive instrument. A public franchise 
puts pure capital into the plant of a street railroad, as social growth 
imparts it to land. Cost of production is not, in such a case, the 
measure of the abstract capital vested in a productive instrument. 

'The question may here arise whether, when the labor field is 
contracting, the marginal product is in reality the regulator of 
wages. Under these circumstances men are called from the peri- 
phery of their territory toward the centre by the prospect of better 
pay. Instead, then, of the recession of the margin fixing the rate 
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struments. They are still the "final increment" of 
labor because, in the new and better field that all 
labor is now occupying, they may literally have been 
the last to enter, and because they occupy the border 
region in which any still later comers would, in the 
absence of a new influx of capital, be compelled to 
find places. 

A full presentation of this part of the subject 
would reveal the entire mechanism whereby the 
growth of capital reacts on wages. The fact that 
sustained the wage fund theory would be referred 
to its true cause. The relation of wages to capital, 
on the one hand, and to products, on the other, 
would become such in theory as it is in fact. 



of wages, does not the rate of wages determine the amount of the 
recession ? 

When the labor margin is advancing no such difficulty appears. 
The product of the final increment is then clearly the regulator of 
wages. There is a surplus of labor to be provided for; and this can 
be done only in the territory beyond the present margin. The new 
men must in any case use poorer instruments than those that are 
now in operation, or make less advantageous uses of good instru- 
ments. They will get what they thus create, and competition will 
compel other men to accept the same amount. With an advancing 
margin of the field of labor competition forces wages downward, 
and the product of the final increment of labor sets' the standard 
below which they will not fall. 

In the case of a receding margin of the field of labor competition 
raises wages; and the product of that, which, under these circum- 
stances, is the final increment, sets the standard above which they 
will not rise. A certain number of men are called into the central areas 
of the labor field. This means that the use of the least productive 
instruments, and the least remunerative uses of good instruments, 
are abandoned. If, when the demand for labor in the central areas 
of its field has been met, wages exceed the product of what is then 
the final increment of labor, the abandoment of the less productive 
instruments, etc., will go farther. A temporary surplus of labor 
will be created, which, in the end, can place itself no where else 
than in the marginal area lately abandoned. Product at the margin 
of the field of labor is in both conditions a true regulator. 
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With the full statement of the law we should be 
able to estimate the indictment that socialism brings 
against the industrial system: "Wages rise, indeed, 
but not in proportion to the total increase of the 
income of society. The workman gets less than his 
pro rata share." If the poor are to be always with 
us, if cooperative experiments are to fail, and if 
empty-handed labor is to forever represent nearly 
three quarters of the human family, the sole hope 
of this multitude lies in an advance of the margin 
of the field of capital, and in the retirement of the 
margin of the field of labor. By this twofold action 
only can wages rise with great rapidity. But that 
movement of the margins is possible only by means 
of a considerable excess in the supply of capital un- 
balanced by labor. A large addition to the supply 
of capital lowers the rate of interest, but it increases 
the total amount of it. A man with a hundred 
thousand dollars is more and more straitened in his 
income ; but the men whose fortunes are constantly 
assuming larger dimensions get, in spite of falling 
interest, greater aggregate returns. The total result 
to the wage earner is this : he gets absolutely more 
for his labor; his income rapidly gains on that of 
the man with a fixed amount of capital ; it falls 
behind that of the man with a rapidly increasing 
capital. The forces that would reduce wages in 
absolute amount would cause them to represent a 
larger and larger proportion of the total social in- 
come. If this be justice or more than justice to the 
laborer, it is justice or more at the cost of suffering. 
The forces that raise wages cause them to represent 
a diminishing percentage of the social income. If 
this be injustice to the laborer it is an injustice that 
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carries with it his only chance of raising the general 
level of his life. There is, however, in actual fact, 
no conflict between the equities of the case and the 
utilities. The laborer will not need to secure more 
and more of what he needs by accepting less and 
less of what he earns. Where natural law can have 
its way the bread that he eats will not need to be 
" leavened with a sense of injustice." 

We should know with the completion of our study 
of this law, whether it is true that wage earners 
anywhere get less than they actually produce. We 
started with the consideration of a theory that 
claims that workmen everywhere are compelled to 
to take what an empty-handed man can create at 
the margin of agricultural tillage. This man, as is 
said, "works under the greatest disadvantage." He 
creates less than men who work elsewhere ; yet that 
minimum that he creates is the maximum that they 
can get. Most of the workmen are plundered.*' 

By whom is the plundering done ? Where natural 
law can run its full course it is not done by capi- 
talists ; for they get returns that are gauged, in 
exactly the same way, by the product of what, in 
this view, would be termed the least efficient incre- 
ment of their capital. The class of entrepreneurs, 
indeed, remains to be considered ; and it may well 
be that, with the artificial checks on competitive 
production that are characteristic of our time, partic- 
ular individuals and groups within this class secure, 
for a time, gains that are abnormally large, and 
that have somewhat of the taint of plunder on them. 
In the nature of the case such profits cannot be 
realized by the employing class as a whole. More- 
over, in spite of all efforts to withstand natural 
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forces, these act as levellers. If it can be shown, 
as I maintain that it can be, that, in that ideal 
state in which competition is theoretically perfect, 
the whole of the income of society that can be 
termed normal and permanent goes to capital 
and labor in the generic sense of those terms, 
that the pure profit of entrepreneurs is transient, 
and is drawn, while it lasts, from an indepen- 
dent addition to the product of industry, then 
labor may be said to get all of that normal and 
permanent product less a certain minimum sum that 
is reserved for capital. The instruments that aid 
labor demand for their hire only what the "least 
efficient" of them produces. Labor is robbed by 
capital in the same way that capital is robbed by 
labor, and in no other ; for the returns of each agent 
are fixed in identically the same manner. Each gets 
an amount gauged by the product of its own final 
increment ; and yet, on the other hand, each gets 
the whole of the normal and permanent product of 
industry, less a certain minimum sum that is reserved 
for the other. 1 It is as though over the entire fielu 

'The characterization of the final increment of labor of capital as 
"least efficient" is an inaccurate use of terms. All increments are, 
theoretically, equally efficient. The workman A, on the margin of 
his field, produces, with a no-rent instrument, or by a no-rent use 
of a better one, a product that he takes as wages. B, one step 
nearer to the center of the field, creates, by the aid of appliances 
that represent one unit of capital, his wages plus a certain minimum 
sum. That sum is what one unit of capital can produce at the 
margin of its own field. 0, aided by two units of capital, creates 
his wages plus what two marginal units of capital can produce; etc. 
In reality labor is everywhere equally efficient, as it is equally 
profitable ; and capital is so. This, of course disregards qualitative 
differences among laborers ; and it assumes, that the pure profit of 
entrepreneurs is either absent, or is the result of an independent 
addition to the product of industry. The supposed case is as ideal 
as a case must be that would illustrate the working of a single 
economic principle. 
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labor joined hands with capital, and each took what 
it could add to the result of the independent effici- 
ency of the other. Under perfect competition the 
reward of each is virtually its own actual product. 

To fully trace the working of the law to this point 
and then stop, would be to leave the subject where, 
by traditional standards, a study should end. We 
should know what would happen under perfect com- 
petition. We should have established a normal 
standard of wages and interest, as they might be 
expected to be if every workman were acting for 
himself, and if shops were small enough and employ- 
ers numerous enough to create on their side an active 
competition. This is the point where distinctively 
modern studies begin. They trace the effect of 
consolidations that seek to suppress competition. Do 
labor unions, on the one hand, and corporations, 
pools and trusts, on the other, annul the principle 
that we have been considering ? On the contrary 
they use it, and give to its operation an exaggerated 
effect. The law of marginal valuation of labor and 
capital appears in the strongest light when its 
actual operation is studied under a regime of pools 
and labor unions. 

What is one of the present objects of a trades 
union ? It is to erect a wall, and shut free labor out 
of a certain territory. It is to restrict the admission 
of men to a particular field of work. If such unions 
are numerous, and if all proceed on the restrictive 
principle, the outlet for a possible surplus of labor is 
greatly contracted. If such a surplus were to exist. 
it would pour into the limited area open to it, and 
there press its marginal limit outward with abnormal 
rapidity. In the end the commercial law would 
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assert itself ; the barrier would be broken, and the 
laborers formerly protected by it would suffer a more 
than normal depression of their wages. Such is the 
effect, not of labor unions, but of the restrictive 
policy that they often pursue. On the other hand, 
the law of marginal valuation of labor and capital, 
when fully presented, places in the clearest light the 
necessity and the beneficence of trades unions, when 
their action is turned in its natural direction. 

That the bad effects of restriction have not yet 
been experienced by labor is due to the rapid enlarge- 
ment of social capital. This agent is pressing its 
marginal limit into less productive fields. It is now 
in a position to feel the effects of a restrictive policy 
on its side. Trusts exaggerate the effect of the law 
of diminishing returns as it now applies to capital. 
They aim to curtail production, to shut capital out 
of a certain territory, and turn the entire overflow of 
it in other directions. In the fields that it is at 
liberty to enter it pushes its margin rapidly out- 
ward, diminishing with unnecessary rapidity its final 
product, and depressing in the same degree the rate 
of general interest. The working of the law of 
marginal valuation is extremely visible under a 
regime of pools and trusts. To complete the study 
of this part of its operation would indeed be to prove 
by an ocular demonstration the possibility of a law 
of wages that will bear modern tests. Systems 
change ; principles remain. The final test of an 
economic law is its capacity to continue its work 
through social changes. 

Northampton, Mass. 



SUPPLEMENTARY NOTE. 



The main proposition presented in the foregoing 
pages has many corollaries. One is that the same 
reasoning that is commonly employed to prove that 
"rent is not an element in the price of a com- 
modity" may be made to prove, with equal conclu- 
siveness, that wages are not an element in price. 

"Cost at the margin of cultivation" is said to afford 
the normal standard to which the selling price of 
an article tends to conform. A certain amount of 
wheat is demanded ; the best lands do not furnish 
it, and recourse is had to a series of grades of land, 
each of which is by one degree worse than that pre- 
viously cultivated. Finally the needed product is 
secured ; the last land taken into the cultivated 
area pays no rent, while other grades yield to their 
owners a rent measured by the difference between 
their respective products and that of the quantity 
of the last and poorest land that is cultivated with 
the same expenditure of labor and auxiliary capital. 

The selling price of the wheat would remain the 
same if owners of the better lands were to cease to 
demand rent. The demand for this food material 
would in any case compel a resort to the poorest 
soil now actually in use, and the price must be such 
as to reward the labor and auxiliary capital em- 
ployed in tilling it. In like manner the price of any 
article is determined by the cost of producing the 
last and most laboriously made portion of the 
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supply. If fertile land anywhere facilitates the 
production, the rent exacted for it does not affect 
the price realized for the commodity. Such, in a 
condensed form, is the familiar argument. 

In the light of our present studies it will be 
quickly seen that, in so far as the law of price is 
concerned, there is no difference between payments 
for the use of land and payments for the use of 
other instruments of production. A part of the 
supply of woolen cloth is made in no-rent mills. 
The demand is sufficient to compel a resort to these 
mills; and if nothing were asked for the use of 
better ones, the price of the cloth would be the same 
as it now is. A part of the needed supply is also 
created by no-rent uses of good mills ; and if such 
mills were loaned by their owners to entrepreneurs 
free of all charge, the price of the goods that they 
create would be the same as at present. 

A certain difficulty with the traditional formula 
is now at once foreshadowed. The common method 
of hiring mills and machinery is by borrowing 
money and buying the instruments. Even if entre- 
preneurs have capital enough to build their mills, 
that, of course, does not affect the problem ; since, 
as entrepreneurs merely, they must be regarded as 
borrowing from themselves, in their other capacity 
as capitalists. The rent of mills, etc., takes the 
form of interest paid to those who furnish the 
money with which to build them. What is true of 
the amount that an entrepreneur pays for the literal 
use of a mill is equally true of the sums that he pays 
for the " use of the money " with which he buys or 
builds one. If rent is not a price making element 
then interest is not so. 
5 
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This conclusion, however, is neither so startling 
nor so important as another to which a consistent 
use of traditional logic leads. -vOur analysis has 
shown us that there are two primary agents of pro- 
duction, namely, labor and pure capital, and that in 
their relation to the entrepreneur these are coordi- 
nate. What the entrepreneur pays for either of 
these agents is as truly an element in the price 
making cost of commodities as is the sum that he 

pays for the other. 

From one point of view there appears to be a final 
increment of the supply of many commodities that is 
the product of mere work unaided by capital. This 
is the part of the supply that is created by men who 
either use instruments so poor that their owners get 
nothing from them, or utilize good instruments in such 
ways that their owners get no additional rent for 
this supplementary use. From another point of view 
there is a last increment of product that is created 
by capital unaided by labor. "Where, with no change 
in the number of laborers, an extra product is secured 
by perfecting the material mechanism of an estab- 
lishment, that extra product is secured by the entre- 
preneur through an outlay consisting of interest only. 

The last increment of the supply of many manu- 
factured articles is now actually created by putting 
more and better appliances into the hands of an 
existing working force. In connection with this 
ultimate portion of the supply no wages are paid. 
In the present state of industry the cost of this 
final increment of products consists in interest only. 

We are now prepared to reverse the traditional 
reasoning concerning the factors that determine 
price. The demand for commodities requires a 
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resort to that increment of capital that is expended 
in perfecting the working appliances. This is the 
part of the fund that, according to the traditional 
formula, would be said to ''work at the greatest 
disadvantage." It may be said to be no-labor 
capital ; it is obliged to create its product virtually 
without aid from the human part of the working 
organism. As, in the traditional formula, the 
demand for food is said to cause a resoi't to soils on 
which men work under the greatest disadvantage, 
so, in terms of our formula, the demand for many 
commodities may be said to compel a resort to the 
capital that works under the corresponding difficulty. 
If the part of the food supply that is created by 
tillers of no-rent land be selected as the portion 
that sets the market value of the whole, then it is 
made to appear that ground-rent is not an element 
in the price of food. Though owners of land were 
to ask nothing for the use of it, the price of produce 
would remain as it is. 

Broadening the formula, we may say that if that 
portion of the supply of commodities of any kind 
that is produced by the use of no-rent instruments, 
or by no-rent uses of good instruments, be selected 
as the final or price regulating portion, then the rent 
of all instruments, — which is the same thing as 
interest on their value, — ceases to be an element in 
price. 

Reversing the formula we may now add, with 
equal positiveness, that if the part of the supply of 
commodities that is created by no-labor capital be 
selected as the final or price regulating portion, then 
wages are not an element in price. Though the 
particular men who now work in coal mines and 
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blast furnaces were to give their services, for a time, 
for nothing, the price of coal and of iron should,, 
theoretically, remain the same that it is at present. 
From the so-called natural price of commodities, 
wages are thus eliminated. What is left? In this 
case, interest ; since that represents to the entre- 
preneur the entire cost of the final increment of the 
supply that he puts upon the market. On the other 
hand the mode of analysis that eliminated interest 
as a price making element, resolved the entire cost 
of what, in that view, was the final increment of the 
supply into wages. 

The entire law breaks down under clear analysis. 
The cost of every part of the supply of a commodity 
is, in theory, one and the same. Over the entire 
field of industry the difficulties or "disadvantages" 
encountered by productive agents are in amount 
identical. Every part of the capital engaged tends, 
under theoretically perfect competition, to add to 
the independent product of labor and of other capital 
a given amount. Overlooking, of course, personal 
difference among workmen, in order to isolate the 
phenomena that we are studying, every part of the 
labor supply is, virtually, equally efficient, as it is 
equally costly to entrepreneurs. Of the various 
portions of the supply of a commodity some are 
made by unaided capital, some, from another point 
of view, appear as the product of unaided labor. 
Still other portions are created by labor and capital 
in varying combinations. The cost of all portions 
is the same. It is an indirect way, and through the 
action of the wages-and-interest law that we have 
analyzed, that marginal standards actually determine 
the cost of producing commodities, since it is on the 
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outer limit of their respective fields that the general 
earnings of labor and of capital are fixed. 

The relation of our theory of the marginal valua- 
tion of labor and capital to Malthusianism is anala- 
gous to its relation to the wage fund doctrine. In 
both cases we accept a traditional conclusion, but 
reject the process by which it is reached. The fate 
of working humanity depends on the relative rates 
of increase of the supply of labor, on the one hand, 
and of that of pure capital, on the other. Essential 
world crowding will ensue if, in future eras, pure 
capital increases more slowly than at present, while 
population maintains its present rate of growth. As 
a decline in the rapidity with which capital increases 
is to be expected, a corresponding retardation of the 
growth of population is an essential condition of 
future human welfare. That men may not over- 
crowd the world, they must not in numbers outgrow 
their power to make it productive. 



